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By the Chief, Camon carrier Bureau:

1. On Februazy 5, 1993, the Camon carrier Bureau released an order
initiating an investigation into the lawfulness of the Universal Se:rvice Fund
(USF) :rate increase filed by the National Exchange Carrier Association, Inc.
(NEC'A) in Transnittal Nos. 518 and 527. 1 'Ihe USF program was established by
the Ccmnission to prarote affordable telephone service am::mg high cost local
exchange carriers (I.ECs).2 In Transmittal 518, NECA proposed an increase of
$60 million above the current six-rronth USF revenue requiremmt of $309
million. Transmittal 527 revised the increase downward to $58.5 million,
reflecting corrections rrade by sare local exchange carriers. 3 NECA's proposed
USF :rate was apfXJSed by Arrerican Telephone and Teleg:raph Carpany (AT&T) and M:I
Telecamunications Corpo:ration (M:I), who both argued that the USF revenue

1National Exchange Carrier Association, Transmittal Nos. 518, 527, 530,
Ordex::, DA 93-136, released Februazy 5, 1993 (can. car .Bur. ) (Sus,pension Order) .
We had previously allowed tmOpposed portions of the transnittal to take effect
on Januaxy 1, 1993, Le., the Lifeline Assistance :rate, and that portion of the
USF increase pertaining to the final step of an eight-year transitional phase­
in of the USF expense adjustnEnt based on the existing revenue requiremmt.
Special Pennission No. 92-995, granted Decerber 30, 1992. (See, letter fran
G.J. Vogt, Chief, Tariff Division, to Antonio Yanez, Executive Director, NECA,
dated Dec. 30, 1992.)

2NECA collects the USF :rate fran the largest interexchange carriers (IXCs)
on the basis of each IXC's total rnm'ber of presubscribed lines. NECA then
distributes these funds to LEes whose ave:rage loop costs exceed the national
ave:rage by a certain nargin.

3'Ihe LEe corrections were nade in response to Responsible Accounting
Officer letter No. 21, Classification of Rarote cent:ral Office Fquiprent for
AcCOllllting PuIposes, DA 92-1091 (Chief, Accounting and Audits Div. can. car.
Bur. reI. Aug. 7, 1992), revised, DA 92-1225 (Sept. 8, 1992).



requirarent is artificially inflated. 4 '!he Bureau concluded that based on our
review of the transmittals, the concerns raised by petitioners, and NECA's
response, the transmittals nay contain unreasonably high rates. we therefore
suspended the rate for one day and iIrposed an aCCOlmting order. By this order,
we designate the issues to be investigated and establish a pleading cycle.

A. Is the tBF :Iat:e establ i sberl in T.I:cm:mi.ttals 518 am 527 exressive We to
resi zing proceirres eoployed by RCA.?

2. o..rr initial analysis of NECA's resizing procedure reveals a nethodology
that nay. unreasonably inflate the USF revenue requirarent. NECA has conducted
bi-annual "resizing" of the USF since 1989,S in order to "true-up" the USF
revenue requirarent. NECA uses resizing to adjust chaJ::ges to interexchange
carriers to reflect corrections to LEes' historical data. 6 '!he current USF
payout to a carpany nay change to reflect a ret:rospective revision to a
particular carpaIiy'S data. eatp:mies which revise their costs upward receive a
larger USF payout. However, these revisions generally have not resulted in
~ correcti1!lg the national average loop cost so as to change payouts for the
relevant year to eatpanies other than the revising ccnpany. LEes that do not
file revisions are· thus insulated fran changes in their USF payrrents. It is
arr urrlerstandingthat if NECA had calculated a new payout to all ccnpanies on
an annual basis, the USF revenue requirarent would have been reduced by $5.8
million for data year 1989 (used to ccnpute 1991 USF rates), $9.3 million for
data year 1990 (used to catplte 1992 USF rates), and $300 thousand through
Decatber 1991. 7 '!he record also raised questions with respect to how NECA
audits data to identify possible data errors and corrections that affect
resizing to the national average loop cost.

3. 'Ib assist in arr resolution of this issue, we direct NECA to provide the

4~ SusDension Order at paras. 3-10 for a sumrary of AT&T's and M:I' s
aJ:gUll'eIlts and NECA' s responses to those aJ:gUll'eIlts.

5see MIS and WA'IS Mrrket Structure, Anerldm=:nt of Part 67 (New Part 36) of
the carmission's Rules and Establislnent of a Federal-State Joint Board, 3 FCC
Red 5518, 5529 (1988). NECA's resizing procedure is not codified in the
Carmission' s rules.

6m:cA also rrakes quarterly and other adjustrrents based on quarterly
revisions filed by LEes. see 47 C.F.R. § 36.612.

7See letter fran John A. Ricker, NECA, to M:lrk Uretsky, FCC (JaIDJaI:y 11,
1993) . '!heBe figures are subject to further resizing or adjustrrents in the
future. A data year is the year in which costs were incurred. 1991 costs are
to be recovered in 1993 USF rates.
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following infomation: 8

(a) Provide the nost current version of USF data, in the sane detail as data
sul::Initted to the Indust:ry Analysis Division in NEX:A's OCtober 1, 1992 filing
of 1991 study results, for each of the years 1989, 1990 and 1991. 9

(b) List and describe the types of adjust:nents rrade to the USF reveme
requirement, for exarrple, quarterly, resizing and others.

(c) Explain the conditions under which NEX:A recalculates the national ave:rage
loop cost for purposes of resizing, sepa.:rately describing thos~ conditions
resulting in changed USF payout only to revising ccnpanies fran those resulting
in :potential changes to all ccnpanies.

(d) Provide all written internal procedures used to initiate new payoots due
to resizing, for all ccnpanies based on a revision sul::Initted by a single
ccnpany.

(e) For each situation listed in (c), explain the legal authority upon which
NECA relies to detennine whether to recalculate the national ave:rage loop cost
for resizing purposes.

(f) Describe the legal and/or p:ractical distinctions which justify different
procedures between NECA's ccmron line :pool, where revisions to historical data
result in adjusted payoots for rrany anpanies, and resizing of the USF furxi.

(g) For the USF data years 1984 through 1991, list the total dollar anount,
if any, that the USF would have changed if the national ave:rage loc:p cost had
been recalculated each tine a ccnpany revised its data .10 Include anounts
related only to resizing. List the dollar anounts for each year, by ccnpany.11

(h) Describe in detail any limits on the nuniJer of years NEX:A keeps books of
account open for purposes of resizing. Describe whether NEX:A distinguishes
arrong types of ccnpanies in detennining which years' data should be used for
resizing, and if so, the cha:racteristics by which ccnpanies are treated
differently.

8rn responding to questions in this order, NECA should include references
to any relevant d.ocurrents, including, rot not limited to, inte:rnal procedure
rranuals, inte:rnal records required by those procedures, and cont:racts with
carriers.

9Pl ease sutmit this infomation, in Lotus 1-2-3, Release 3.1 fomat, on
either 5-and-1/4 or 3/and-1/2 inch high density floppy disk.

10Pl ease provide this infomation in the chart fomat contained in the
Letter fran John A. Ricker, NEX:'A, to Mark uretsky, FCC (January 11, 1993).

11rn addition to the paper copies, please sul::Init one copy of this chart in
Lotus 1-2 -3, as described in note 9, ~.
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(i) Describe, both generally am in particular with respect to allocations to
category 4.13, haw NEX::A detects errors rrade by reporting eatt;anies am what
actions it takes to correct those errors. Describe the obligation NEX::A's
procedures am the Ccmni.ssion' s Rules create for carpanies to report to NEC'A
accoonting errors am correctioos thereto, for carpanies that receive tsF funds
and those that do not. Explain any effect on the USF revenue requi:rem:mt
caused by such errors am their correction, as reflected in T:ransrni.ttals 518
and 527..

B. If the :an-eau :aqJhes NID\. to revise its procednres with respect to the
nati<ma1 avetage loq> ast as a result of this invest:igatial, slDJld this
rol.ing be awlied :r:et::rcBcti.vel.y, am. if so, lDf far lBdt?

7. 'Ibis investigation will be conducted as a notice and carrrent proceeding.
CC Docket No. 93-123 has been assigned for this prrpose. NEC'A shall file its
direct case no later than Miy 26, 1993. '!he direct case l11JSt present NECA's
position with respect to the issues described in this Order. Pleadi.ngs
responding to the direct case nay be filed no later than June 23, 1993, and
l11JSt be captioned "Opposition to Direct case" or "Ccmrents on Direct case."
NECA nay file a "R.ehIttal" to OfPOSitions or carrrents no later than July 7,
1993.

8. An original am seven copies of all pleadi.ngs l11JSt be filed with the
secretary of the Ccmni.ssion. In addition, one ccpy l11JSt be delivered to the
Ccmni.ssion's camercial ccpying finn. ITS, RcxIn 246, 1919 M Street, N.W.,
washington, D.C. 20554. Also, one copy of each ple3ding l11JSt be delivered to
the 'Iariff division, Rocm 518, 1919 M Street, N.W., washington, D.C. 20554.

9. 'Ibis is a non-restricted notice am cament proceeding. ~ ~

presentations are pennitted, except during the Sunshine Agenda pericxi, provided
they are disclosed as provided in Ccmni.ssion roles. See generally 47 C.F.R.
sections 1.1202, 1.1203 and 1.1206 (a) .

10. All relevant and timely pleadi.ngs will be considered by the Ccmni.ssion.
In reaching a decision, the Ccmni.ssion nay take into accamt infomation and
ideas not contained in pleadi.ngs, provided that such infomation or a writing
containing the nature am scurce of such infomation is placed in the p.1blic
file, and provided that the fact of reliance on such infomation is noted in
the Order.

11. '!he investigation established in this Order has been analyzed with
respect to the Paperwork Reduction Act of 1980 and fc:und to contain no new or
m:xlified fonn, infomation c011ection, or record-keeping, labeling, disclosure
or other record retention requi:rem:mts as contertplated under the statute. See
44 U.S.C. Section 3502 (4) (A) .
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12. IT IS ORDERED, pursuant to sections 4(i), 4(j), 201(b), 203(c), 204(a),
205, and 403 of the Coomunications Act, 47 U.S.C. sections 154 (i), 154 (j),
201(b), 203(c), 204(a), 205, and 403, that the issues set forth in this Order
ARE DESI~TED FOR INVESTIGATION.

13. IT IS FURTHER ORDERED that National Exchange carriers Association shall
include a response to each item of infonnation requested in Section II, ~,
in its direct case, and that the material to be sutmitted on floppy disk fonnat
in response to infonnation request (a), must be filed at the Tariff Division,
Tariff Review Branch, Room 514, 1919 M Street, N.W., washington, D.C. 20554.

14. IT IS FURTHER ORDERED that this Order is effective upon adoption.

Jiii100S ~SSIOO

Chief, Ccmnon Carrier Bureau
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